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Ref. No. 5 0 4
January 9, 1973

EXPOSURE DRAFT
This draft has been prepared for discussion purposes. It has not been adopted by the Accounting
Principles Board and should not be considered as
indicative of the views of any or all Board members.

Proposed APB Opinion
Disclosure of Lease Commitments
by Lessees

This draft Opinion provides for separate disclosure of (a) the total
lease rentals charged against operations for each period presented; (b) the minimum annual rentals payable in each of the
five succeeding years and thereafter by five-year periods for all
leases with noncancelable terms of more than one year; and (c)
the present value of all leases with noncancelable terms of more
than one year, computed on a net basis if reasonably determinable.

Issued by the Accounting Principles Board of the
American Institute of Certified Public Accountants
for Comment from Persons Interested in Financial Reporting
Comments should be received by March 23, 1973 and
addressed to Richard C. Lytle, Administrative Director, APB
at the Institute's Offices, 666 Fifth Avenue, N.Y., N.Y. 10019

EXPOSURE

INTRODUCTION

DRAFT

Differing Views
3. Some accountants believe that
evaluation of lease commitments, as
discussed in paragraph 2, would be
facilitated by expanding disclosure requirements to include (a) amounts of
required lease payments due in future
periods, (b) the present values of such
payments after excluding the amounts
applicable to taxes, insurance, maintenance and other operating expenses
(that is, on a net lease basis) and (c)
the weighted average interest rate used
in computing the present values.

1. Since the adoption of APB Opinion No. 5, Reporting of Leases in
Financial Statements of Lessee, in September 1964, the Board has observed
improvement in disclosures of lease
commitments of lessees. However,
many investors, credit grantors, credit
rating services, and other users of financial statements have stated that the
disclosures have not always provided
all of the relevant information they
believe to be important.
2. These users of financial statements have found present disclosures
of lease commitments by an enterprise to be inadequate in evaluating
cash flows, ratio of debt to equity, and
ability to meet fixed charges. They
state that information with respect to
expiration dates and minimum annual
payments under lease commitments is
as essential as similar information
with respect to long-term debt. Furthermore, they observe that comparisons of capital structure and debt/
equity ratios of similar enterprises are
impaired because the impact of lease
commitments is often not readily determinable from the financial statements. For example, to make meaningful comparisons between enterprises which finance property acquisitions with long-term debt or equity
capital and those which obtain such
properties under long-term noncancelable leases, they find it necessary to
calculate gross rental commitments
and apply a "factor" to those amounts
to determine the present values of
lease commitments. A "factor" must
also be applied to rent expense in
evaluating the ability to meet fixed
charges. These factors have generally
been arbitrary and have produced
widely varying results in the evaluation of lease commitments in similar
circumstances.

4. Other accountants believe that
the disclosure of the aggregate commitment arising from leases by time
intervals and type of equipment and
services is adequate quantification of
the extent to which operations are
dependent upon leased property and
the credit of the company has been
committed. They believe that a requirement to disclose the present
values of lease commitments (net
leases and, if practicable, gross leases
reduced by estimation to a net lease
basis) improperly implies that such
leases should have been recorded as a
debt and resulted in capitalization of
the related assets. The subjective nature of the estimations necessary to
reduce gross leases to a net lease basis
would result in many cases in the
even more inappropriate alternative
disclosure of the present values of
gross leases which include future services. Further, the disclosure of two
substantially different amounts with
respect to the same lease contracts can
only add complexity and confuse the
user of financial statements.

Applicability
5. The Board has concluded that,
in view of the needs of users of financial statements as discussed in para3

EXPOSURE
graphs 1 and 2, additional criteria are
required to improve disclosure of lease
commitments in the financial statements of lessees. This Opinion supersedes paragraphs 16, 17 and 18 of
APB Opinion No. 5 and should be
substituted for the references to them
in paragraphs 14, 20 and 23 of that
Opinion. Except as stated in the preceding sentence, this Opinion does not
modify APB Opinion No. 5. This
Opinion applies to lease commitments
for either personal property or real
property, including leases of office
space and special purpose facilities
and of properties which have been
subleased to others. Because of the
highly specialized problems involved,
it does not apply to lease agreements
concerning natural resources (such as
oil, gas, timber and mineral rights)
other than land. Further, this Opinion
does not apply to lease commitments
that have been capitalized in accordance with APB Opinion No. 5.

DRAFT
income statement is presented should
be disclosed separately for:
a. All leases having initial noncancelable terms of more
than one year (contingent
rentals, such as those which
depend upon usage or sales,
if significant, should be reported separately from the
basic or minimum rentals),
and
b. All other leases, excluding
short-term leases on a daily,
weekly, or monthly basis
which are not expected to be
renewed.
8. The minimum annual rental requirements under lease agreements for
each of the five succeeding fiscal years
and thereafter by five-year periods
should be disclosed for all leases with
initial noncancelable terms of more
than one year.
9. The following information should
also be disclosed as of the close of the
latest fiscal year for all leases with initial noncancelable terms of more than
one year:
a. The present values of the net1
fixed minimum lease commitments (based on the interest rates implicit in the

OPINION
6. The Board believes that financial
statements of lessees should disclose
sufficient information regarding lease
commitments covered by this Opinion
to enable users of the statements to
assess the present and prospective effect of those commitments upon the
financial position, results of operations,
and changes in financial position of
the lessees. Accordingly, the Board
believes that in order to achieve these
results the information specified in
paragraphs 7-10 should be disclosed in
notes to the financial statements, in
separate statements or schedules, or
parenthetically in the financial statements.

1

7. Total rental expense entering into
the determination of results of operations for each period for which an
4

The computation of the net amounts to be
disclosed should exclude the estimated or
actual portions, if any, of the lease commitments applicable to taxes, insurance,
maintenance and other operating expenses.
To the extent that such expenses cannot
be reasonably determined for some leases,
it is acceptable to disclose the present
value of the aggregate of those lease commitments computed before such deductions (that is, on a gross basis). In the
latter case separate amounts should be presented for lease commitments determined
on a net basis and for those determined on
a gross basis.

EXPOSURE
terms of the leases2) in the
aggregate and by major categories of properties, such as
land, buildings, aircraft and
truck fleets.
b. The weighted average interest rate3 for the aggregate of
all lease commitments included in the amount disclosed under (a) above.
c. The present value of rentals
to be received from existing
subleases of property included
in (a) above based on the
interest rates implicit in the
terms of the subleases.

DRAFT
10. Additional disclosures should be
made to report:
a. The basis for calculating rental payments if dependent
upon factors other than the
lapse of time.
b. Existence and significant terms
of renewal or purchase options.
c. The nature and amount of
related guarantees made or
obligations assumed.
d. Restrictions on paying dividends, incurring additional
debt, or further leasing.
e. Any other information necessary to assess the effect of
lease commitments upon the
financial position, results of
operatons, and changes in financial position of the lessee.

2

In some cases, the pertinent lease documents may indicate the interest rates. In
other cases, interest rates applicable to the
financing of purchases of similar types of
properties by the lessee at the times of
entering into the lease agreements may be
indicative of the interest rates implicit in
the terms of the leases. Also, see APB
Opinion No. 21. Interest on Receivables
and Payables, paragraphs 13 and 14.
3
The weighted average interest rate is computed by (a) multiplying the present value
of each lease by the interest rate used to
compute its present value and (b) dividing the sum of those amounts for all
leases by the sum of the present values of
all leases.

EFFECTIVE DATE
11. This Opinion shall be effective
for fiscal periods ending on or after
December 31, 1973 and applies to all
lease agreements, including those entered into prior to the issuance of this
Opinion. The Board, however, encourages earlier application of the provisions of this Opinion.
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